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Abstract 
This study focuses on the role of geography in foreign subsidiary survival in 
host countries afflicted by political conflict. We argue that survival is a function 
of exposure to conflicts, and depends on the characteristics of place (the 
conflict zone) and space (geographic concentration and dispersion of other 
home-country firms). The roles of place and space are explored using street-
level analysis of geographic information systems data for 670 Japanese multi
national enterprises (MNE) subsidiaries in 25 conflict-afflicted host countries 
over 1987-2006. Through dynamic modeling of conflict zones as stretchable 
and shrinkable places relative to subsidiary locations, we develop a means of 
characterizing a foreign subsidiary's exposure to multiple threats in its geo
graphic domain. Our results show that greater exposure to geographically 
defined threats, in both a static and a dynamic sense, reduces the likelihood of 
MNE survival. The findings indicate, moreover, that both concentration and 
dispersion with other firms affect survival; however, the effects depend on 
where the firm is spatially located (whether the firm is in a conflict zone) and 
with whom (home-country peers or sister subsidiaries). 
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INTRODUCTION 
With far-flung opera t ions often located in uns tab le hos t countr ies , 
mu l t i na t i ona l enterprises (MNEs) are regularly exposed to geogra
phical ly defined threats ; however, geography has typically been 
neglected by in te rna t iona l business scholars w h o s tudy the MNE. 
This neglect is problemat ic , because changes in t h e global e c o n o m y 
have m a d e t h e locat ion (L) c o m p o n e n t of t he OLI parad igm "an 
increasingly i m p o r t a n t d e t e r m i n a n t of t h e scope, pa t te rn , form, 
a n d g rowth of MNE activity" (Dunn ing , 2009: 26). At t h e same 
t ime , geographers w h o s tudy aspects of geography such as locat ion, 
dis tance, and connec t iv i ty have largely ignored t h e MNE (McCann 
& M u d a m b i , 2004, 2005). 

Recently, however, scholars from b o t h in te rna t iona l business and 
e c o n o m i c geography have begun to analyze t h e geography of t he 
MNE. Notably, Beugelsdijk, McCann , and M u d a m b i (2010) have 
reorganized the OLI parad igm in an a t t e m p t to make geography 
more central w i th in MNE theory. Whi le "owner sh ip" and "inter
na l iza t ion" are merged in to an "organiza t ion" factor, " loca t ion" 
is decomposed in to two separate factors: "place" and "space." 
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Place refers to location-specific attributes, and space 
emphasizes geographic distance and network char
acteristics (McCann, 2011). Place and space there
fore have the potential to become core geographic 
concepts, enabling international business scholars 
to better understand the MNE as an organizational 
form w i t h i n the global economy. 

In the international business literature the notions 
of place and space have been used to examine 
MNE social responsibility at a global level (Devinney, 
2011), place-specific f i rm value extraction (Zaheer & 
Nachum, 2011), headquarters resource allocation 
to subsidiaries (Dellestrand & Kappen, 2012), and 
the paradox of distance w i t h respect to knowledge 
transfer (Zaheer & Hernandez, 2011). While these 
papers do examine MNE strategy in a spatial con
text, their conceptualization of place and space as 
beneficial or at best neutral for the MNE overlooks 
the potential downsides of geography. MNEs face 
a variety of location-specific hazards, particularly 
when parent firms set up subsidiaries in poli t ically 
unstable host countries. We therefore argue that 
there is distinct value in empirically establishing 
a l ink between the place-space nexus and MNE 
responses to geographic threats such as political 
conflicts. As Piscitello (2011) points out, in addit ion 
to exploit ing the benefits of differences between 
locations, the essence of strategy for MNEs also 
involves avoiding locational hazards. 

Our paper builds on Beugelsdijk et al. (2010) by 
examining how place and space affect MNEs in 
h ighly risky locations. We develop sophisticated 
treatments of geography to address w h y certain 
MNEs stay in and other leave conflict zones. 
Defined as "regions of war, insurgency, or severe 
lawlessness" (Anderson, Markides, & Kupp, 2010), 
conflict zones pose irrevocable threats to the 
operations and employees of MNEs. According to 
GlobalSecurity, a US-based public policy organi
zation, there were approximately 40 conflict zones 
worldwide in 2008 (Anderson et al., 2010). More
over, a record of 388 conflicts ravaged the wor ld in 
2011 alone, 38 of w h i c h were deemed to be h ighly 
violent (HIIK, 2011). 

Beugelsdijk et al. (2010: 489) assert that an inte
grative analysis of " f i rm organizational issues w i t h 
the characteristics of the subnational region is 
essential for understanding the interplay between 
the MNE and its spatial environment ." This holds 
true especially in the context of conflict zones. For 
example, the Chechen War in 1995 was confined 
to a relatively small and peripheral part of Russia, 
while the Democratic Republic of Congo in 2007 

experienced two distinct c iv i l wars that took place 
in different parts of the country (Gleditsch & 
Weidmann, 2012). To account for firm-level hetero
geneity at the subnational level, we develop street-
level measures to capture precisely the subnational 
variation in conflict zone coverage and subsidiary 
activity. 

Because MNEs may exit from conflict-prone 
environments (e.g., if they decide that measures 
to safeguard investments are too expensive), geo
graphic exposure to poli t ical conflicts constitutes a 
significant problem for subsidiary survival abroad. 
Our paper helps to open up the "black box" of 
MNE strategy in adverse condit ions by focusing 
explici t ly on the relationship between the MNE's 
exit-vs-stay decision and its geographic location. 
Our study contributes to the existing literatures in 
international business and economic geography by 
offering insights in to physical threats - inc luding 
their geographical antecedents - and subsidiary 
survival, in conjunct ion w i t h a novel analysis of 
geographical factors. Whi le we know much about 
subsidiary survival, there has been l i t t le research 
on its geographical determinants in turbulent 
environments. Our paper also adds to extant 
knowledge on MNEs by developing subnational 
theory and testing it w i t h a unique, fine-grained 
geographic informat ion system (GIS) data set that 
is able to reveal the critical roles played by geo
graphy in MNE strategy. 

THEORY AND HYPOTHESES 

Threat and Exposure 
An analysis of whether MNEs can survive in con
flict zones should begin w i t h the question of w h y 
MNEs might want to stay in such hostile locations. 
Locating in a conflict zone is l ikely to cause major 
disruptions for firms in terms of bombings, disrup
tions in supply chain activities and network struc
tures, harm to employees, and other poli t ical 
hazards (Henisz, 2000). Political conflicts thus affect 
the most fundamental goals of a f i rm, and consti
tute threats producing "negative situations in wh ich 
loss is l ikely and over wh ich one has relatively l i t t le 
cont ro l" (Dut ton & Jackson, 1987: 80). 

It is impor tant to distinguish between a general 
threat that is faced by all firms in a conflict-ridden 
country, and a specific threat, wh ich reflects 
an indiv idual firm's l ike l ihood of encountering 
violence from a conflict in a particular location. 
Because conflicts can be geographically delimited 
(Buhaug & Gates, 2002), we characterize the level 
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of specific threat experienced by a given subsidiary 
in terms of its exposure, wh ich geographically cap
tures the extent to wh ich the subsidiary may be in 
contact w i t h , or subject to, a specific threat (Adger, 
2000). 

Relevant bo th at the level of socioeconomic 
groups such as MNEs and across t ime and space 
(Turvey, 2007), the concept of exposure has emer
ged as a cross-cutting theme in many research 
traditions. Examples include the human dimen
sions of global environmental change (Gallopin, 
2006), socioeconomic differentials in physical and 
mental health (Baum, Garofalo, & Yali, 1999), race 
differences in substance abuse (Wallace & Muroff, 
2002), gender differences in work stress (Roxburgh, 
1996), and socioeconomic differences in suscept
ib i l i ty to life events (McLeod & Kessler, 1990). 

Exposure is conceived of in our paper as a 
geographical mechanism governing the exit-vs-stay 
decisions of mult inationals located in conflict-
prone countries. We argue that increased exposure 
raises the probabili ty of subsidiary exit (reduces the 
l ikel ihood of survival). Given the unique form of 
the MNE, w i t h parent and subsidiary operations 
that traverse mult iple country borders, we argue 
that geographic exposure is experienced differently 
by each subsidiary based on its location, and that 
therefore the subsidiary's exit-vs-stay response w i l l 
vary across national and subnational locations. 
Figure 1 illustrates our conceptual framework, 
explaining how place and space affect a foreign 
subsidiary's exposure to conflict zones and its exit-
vs-stay decision. We explore these arguments below. 

Confl ict Zones as Subnational Geographic Places 
In the internat ional business literature, place refers 
to the inherent attributes of the physical locations 

that affect MNE strategy and performance (Zaheer 
& Hernandez, 2011). Places have distinctive geo
graphic characteristics, w h i c h can be natural (e.g., 
climate, minerals, elevation) or man-made (e.g., 
buildings, language, poli t ical systems). In the inter
national business literature, place has typically 
been treated as synonymous w i t h country, to the 
neglect of subnational differences (Beugelsdijk 
et al., 2010; Phelps & Fuller, 2000). We believe this 
is inappropriate. As Buckley and Ghauri (2004: 83) 
poin t out, "the nat ion state as the possessor of the 
sense of ident i ty is being replaced by subnations 
and internal regions." Country-level analysis is 
especially problematic for our study, because po l i 
tical conflicts are usually concentrated in specific 
locations inside a country, and therefore "place" in 
terms of poli t ical conflicts is more appropriately 
examined using a subnational perspective (Buhaug 
& Gates, 2002). 

We view conflict zones as important subnational 
places that, depending on their geographic char
acteristics, can affect a foreign subsidiary's exit-vs-
stay decision in the host country. Conflict zones 
pose a specific threat to the foreign subsidiary: the 
more the subsidiary is exposed, the less l ikely it is 
to stay. In effect, pol i t ical conflict is the "ul t imate" 
hassle facing the f i rm (Schotter & Beamish, 2013). 
Our baseline arguments w i t h respect to place focus 
on the characteristics of the conflict zone as expe
rienced by the foreign subsidiary. We argue that 
a subsidiary's exposure to conflict depends on 
geographic factors such as the location, size, and 
number of conflict zones in a host country in a 
particular year. These geographic factors matter 
in the same way that an individual 's susceptibility 
to the f lu virus depends on his or her location 
relative to the location and number of infected 
individuals, and the severity of their illness. 

In our theory development, we differentiate 
between static exposure (whether the subsidiary is 
located inside a conflict zone) and dynamic exposure 
(a compound measure of exposure that takes in to 
account location, distance, zone size, and number 
of conflict zones). Static exposure captures the 
actual and immediate threat faced by the subsidiary 
if it is located inside a conflict zone. Dynamic 
exposure captures the compound potential threat 
to the subsidiary posed by its location in a conflict-
ridden host country, as determined by a combina
t i o n of factors, such as size and number of the 
conflict zones, and the subsidiary's distance from 
the center of these zones. As static and dynamic 
exposure increase, we hypothesize that the foreign 
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subsidiary is more l ikely to leave (less l ikely to 
survive), ceteris paribus. 

Static exposure 
To the extent that geographic p rox imi ty to know
ledge and markets is a strong predictor of MNE 
location (Nachum, Zaheer, & Gross, 2008), proxi
mi ty to poli t ical conflict should encourage a foreign 
MNE to reevaluate its location choice. A case in 
point is Shell, wh ich first decided to leave Nigeria 
because of violent conflict in the Niger Delta, 
despite the r ich petroleum reserves that originally 
attracted its entry (Feil, Fischer, Haidvogl, & 
Zimmer, 2008). 1 

The counterfactual argument is that outside the 
boundaries of a conflict zone a f i rm faces less expo
sure, and therefore has more willingness to stay 
and a higher l ike l ihood of survival if it does stay in 
the host country. Similarly, when a pol i t ical con
flict is confined to the periphery or border areas, 
the conflict is less l ikely to generate physical harm 
to firms located elsewhere in the host country 
(Berman, 2000): therefore the MNE may not need 
or want to exit (Li , 2006). For example, the majo
r i ty of foreign subsidiaries were unaffected by the 
Algerian c iv i l war (1991-2002), because they were 
in the southern parts of the country, removed from 
the conflict zone, w h i c h was in the n o r t h (Berman, 
2000). 

Because violence in polit ical conflicts is more 
selective than indiscriminate, and bounded by the 
control of belligerents over a specific territory 
(Kalyvas, 2003), we argue that the exposure - as 
well as the survival - of a subsidiary w i l l be affected 
by its location relative to (i.e., inside or outside) a 
conflict zone in the host country. When the foreign 
subsidiary is located inside the boundaries of a 
conflict zone, we argue that the f i rm faces static 
exposure, and predict that: 

Hypothesis 1: A foreign subsidiary w i l l be more 
l ikely to exit (less l ikely to survive) if it is located 
inside rather than outside a conflict zone in the 
host country. 

Dynamic exposure 
In addi t ion to addressing the question of whether a 
foreign subsidiary is located inside or outside a 
conflict zone, there are a variety of "place" 
characteristics that can affect the subsidiary's total 
exposure to poli t ical conflict, and therefore inf lu
ence the firm's exit (survival) decision. 

A subsidiary's exposure is contingent not only 
on its location vis-d-vis a conflict zone, but also on 
the firm's distance from the zone and the size of 
the zone. Berman (2000), for example, argues that 
conflict zone size is positively l inked w i t h persis
tent and intense combat. Often invo lv ing large, 
organized opposit ion groups (Buhaug, 2010), a con
flict covering a broader geographic area even at 
a low intensity can be more destabilizing than a 
confined but more destructive conflict in one loca
t i o n (O'Loughl in & Witmer, 2010). Just as gravity 
is influenced by size and distance, we expect that 
a firm's exposure to poli t ical conflict w i l l be higher 
(lower), the larger (smaller) the geographic size of 
the conflict zone(s) and the closer (further away) 
the firm is from these zones. 

Conflict zones can also expand and contract over 
t ime, affecting the firm's exposure to poli t ical con
flict (Gleditsch & Weidmann, 2012). Because the 
distance between a subsidiary and a conflict zone 
w i l l change w i t h the annual expansion and con
traction of these zones, place must be construed 
not only as static ( in or out of the conflict zone) 
but also in terms of dynamic time-space. In measu
r ing the combined effects of exposure, w h i c h we 
call dynamic exposure, we therefore need to treat 
conflict zones as "stretchable, shrinkable spaces" 
(Abler, Adams, & Gould, 1971: 82). Even in the 
case of a single conflict zone, dynamic exposure 
w i l l vary over t ime, based on the location of 
the subsidiary, its distance to the conflict zone, 
and the size of the zone. 

Moreover, there may be more than one conflict 
zone in a host country in a given year. When 
there are mult iple conflict zones in the host country, 
a focal subsidiary is faced w i t h several different 
exposures to place-specific threats. In considering 
the combined impact of these implied threats, we 
draw on insights from our solar system to model 
dynamic exposure. According to Coulomb's law, 2 

the gravitational forces of attraction and repulsion 
among the planets are roughly a function of the 
relative sizes and distances of the planets from one 
another, wh ich illustrates the loss-of-strength gradi
ent principle of "the further the weaker" (Boulding, 
1962: 78). The combined effects of gravity on a 
focal body (e.g., the earth) that is generated by its 
surrounding bodies (e.g., other planets, moons, and 
the sun) is a function of their location, distance, and 
size, wh ich together determine the attraction/ 
repulsion of the earth to these other bodies. 

Taking a given subsidiary as the focal body, we 
can visualize mul t ip le conflict zones as planets of 
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different sizes and at various distances from the 
subsidiary. Using Coulomb's law, we can therefore 
predict that the combined gravitational force (i.e., 
the dynamic exposure) faced by the focal subsidiary 
should depend on the locations, distances, and 
sizes of the conflict zones relative to the subsidiary, 
each of wh ich can vary from year to year. Using our 
gravitational analogy and Coulomb's law, we argue 
that a subsidiary's dynamic exposure w i l l be magni
fied if it is near such conflict zones, and diminished 
if it is far from them. In any given year, the forces of 
attraction may dominate, and the focal subsidiary 
stays or survives in its place; in another year the 
forces of repulsion could dominate, and the sub
sidiary exits. Because place is dynamic and evolu
tionary (Lorenzen & Mudambi , 2013), we propose 
the fol lowing: 

Hypothesis 2: A foreign subsidiary w i l l be more 
l ikely to exit (less l ikely to survive) as its dynamic 
exposure to poli t ical conflict inside the host 
country increases. 

Concentrat ion and Dispersion of Firms in 
Geographic Space 
If places are distinctive, nonempty geographic loca
tions - that is, "they have content" (Taylor, 1999: 
10) - spaces are relat ional . 3 Whereas place is some
where, space is everywhere (Taylor, 1999). Space 
can be conceptualized as the variety of relation
ships l i nk ing two or more places, examples of 
wh ich include distance, connect ivi ty or shared ties, 
and spatial dependence. As Agnew and Duncan 
(1989: 2) put i t , "space emphasizes the location of 
things in relationship to other things, and how 
things are distributed." 

In the internat ional business literature, space 
has been represented pr imar i ly as the distance bet
ween home and host countries (Dunning, 1988; 
Piscitello, 2011). Empirically, scholars have found 
that increasing levels of cultural, inst i tut ional , and 
geographic distance not on ly lead to lower levels 
of foreign direct investment (FDI) (Beugelsdijk & 
Frijns, 2010), but also exert different effects on 
market-seeking vs efficiency-seeking FDI (Slangen 
& Beugelsdijk, 2010). Distance can also reduce 
spillovers (Adams & Jaffe, 1996; Beugelsdijk & 
Cornet, 2002), even as geographic dispersion incre
ases product-specific efficiencies and organizational 
learning (Audia, Sorenson, & Hage, 2001). For 
MNEs, geographically dispersed in ter f i rm networks 
are particularly influential in spreading knowledge 

(Mowery, Oxley, & Silverman, 1996), and beneficial 
for subsidiary reconfiguring of value-chain activi
ties dur ing economic crises (Chung, Lee, Beamish, 
& Isobe, 2010), but disadvantageous for resou
rce allocation from headquarters to subsidiaries 
(Dellestrand & Kappen, 2012). 

The opposite of distance - variables such as proxi
m i t y (Zipf, 1949), shared borders (Starr, 2005), and 
connectivi ty (Lorenzen & Mudambi , 2013) - has 
also been shown to be an impor tant influence 
on MNE behavior. Whi le geographic clusters may 
develop as a result of historic factors and co-
location advantages (Mudambi & Swift, 2012; 
Zucker, Darby, & Armstrong, 1998), the func
t ional i ty of clusters may be condi t ioned by 
different types of connectivity, such as personal 
relationships, pipelines, or a m i x of bo th (Lorenzen 
& Mudambi , 2013), and networks of alliances 
(Markusen, 1999). Research suggests that firms 
can reduce the l iabi l i ty of foreignness by expanding 
to geographically proximate countries (Hymer, 
1960) and co-locating w i t h other home-country 
firms (Zaheer & Mosakowski, 1997). The clustering 
phenomenon has also been used to show a positive 
relationship between spatial p rox imi ty and know
ledge spillovers (Cantwell & Piscitello, 2005) and 
the impact of p rox imi ty w i t h collaborators and 
competitors on f i rm performance (Chang & Xu , 
2008). 

Thus space in the international business litera
ture has been characterized in terms of centrifugal 
forces (the distance or dispersion of firms or 
countries from one another) and centripetal forces 
(the clustering or concentration of firms or coun
tries w i t h one another). In our work, we extend this 
earlier literature by examining how the centrifugal 
and centripetal forces of other firms inside the host 
country can affect a focal subsidiary's exit/survival 
response to exposure to conflict zones. 

We differentiate between two groups of such firms: 
home-country peers (firms from the same home coun
try as the focal firm) and same-parent subsidiaries 
(sister subsidiaries of the focal f i rm). We argue that 
centripetal forces (e.g., concentration) are important 
for home-country peers, whereas centrifugal forces 
(e.g., dispersion) are important for same-parent 
(sister) subsidiaries, in terms of their relative impacts 
on the focal firm's l ikel ihood of survival in a 
conflict-afflicted host country. 

Specifically, we hypothesize that geographic con
centration of home-country peers w i t h the focal 
f i rm in the host country reduces the focal firm's 
exposure to poli t ical conflict . We hypothesize 
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also that geographic dispersion of same-parent 
subsidiaries (i.e., the overall geographic breadth of 
the MNE's network) inside the host country reduces 
the focal subsidiary's exposure to conflict zones. 
Our theory therefore predicts that bo th geographic 
concentration and dispersion w i t h respect to home-
country firms can help decrease a subsidiary's 
exposure to conflict zones, and increase its chances 
for survival. 

Geographic concentration of home-country peers 
Following McCann and Mudambi (2004), we 
examine the centripetal effect of geographic concen
tration that stems from home-country peer firms 
aggregating in a particular location. Theories of 
agglomeration economies suggest that the poten
tial for g rowth in a locat ion becomes more salient 
w i t h geographic p r o x i m i t y and attendant exter
nalities found in specialized workers, suppliers, 
and infrastructure (Krugman, 1991). By locating in 
p rox imi ty to one another, firms can benefit f rom 
self-reinforcing agglomeration economies such as 
close supplier-customer relationships and the use 
of c o m m o n technologies and specialized labor 
pools. We argue that such concentrat ion makes 
i t less l ikely that the focal f i rm w i l l exit f rom a 
conflict-afflicted host country. 

Not only is a location more likely to attract 
subsequent firms once agglomeration economies 
are established (McCann & Mudambi , 2004), but 
incumbent firms are also less likely to leave, owing to 
endowment effects. The concept of endowment 
effects predicts that people tend to value what they 
already own more than comparable things that they 
do not own (Kahneman, Knetsch, & Thaler, 1991). In 
geographical terms, endowment effects suggest that 
MNEs should attribute a higher value to a location 
once they have established a subsidiary in that loca
t ion. We furthermore argue that such attachment to 
a location increases w i t h the proximi ty of peers from 
the same home country, given the shared investment 
in and use of local amenities (e.g., schools, grocery 
stores), labor training systems and labor pools, and 
just-in-time delivery systems that require spatial 
concentration of manufacturing plants and strict 
production flow control by suppliers (Head, Ries, & 
Swenson, 1995). The geographic concentration of 
home-country peers in a location therefore has the 
potential to induce and reinforce hysteresis - that is, 
the reluctance to divest subsidiaries, even under 
adverse circumstances (Belderbos & Zou, 2009). 

Geographical p rox imi ty to home-country peers 
that likewise experience endowment effects should 

therefore increase a subsidiary's willingness to stay 
in a location, given the competitive pressure and 
constant comparison that occur among geographi
cally co-located firms (Porter, 2000). Since the 
number of firms in a location proxies for the under
ly ing economic efficiency of the locat ion (Sorenson 
& Audia, 2000), a focal f i rm should attach a loss 
to rel inquishing its posi t ion w i t h i n a cluster of 
competitors greater than the benefits it wou ld 
perceive from f inding another locat ion elsewhere. 
The resulting interdependence of the decisions of 
co-located peers amounts to herding behavior, 
w h i c h in foreign MNEs is motivated pr imar i ly 
by the need to prevent competitors f rom gaining 
advantage in a host country (Flowers, 1976), espe
cially if those competitors can threaten interests 
back at home (Knickerbocker, 1973). In leaving 
a location, an MNE therefore not on ly forsakes 
its o w n locational advantages, but also contributes 
to the strategic posi t ion of its competitors. This has 
been the case in the Philippines, where foreign 
MNEs that have stayed through the conflicts (e.g., 
Honda and Toyota) now reap the benefits of 
profitabili ty, whi le those that have left (e.g., Ford, 
Opel, Chevrolet) f ind it difficult to regain market 
share. 

In addi t ion to increasing the mot iva t ion of 
MNEs to stay, geographic concentration w i t h 
home-country peers can also increase the capability 
of MNEs to stay. To the extent that distance 
increases difficulties in coordinat ion (Ghemawat, 
2001; Sorenson & Stuart, 2001), and p rox imi ty 
lowers the cost and risk of contracting for ser
vices (Bania, Calkins, & Dalenberg, 1992), the co-
location of home-country peers can give rise 
to locational economies of scale, such as jo in t 
h i r ing of private security and jo in t lobbying of 
the host-country government. Even though co-
location does not inherently lead to interaction 
(McCann & Mudambi , 2005), p rox imi ty has the 
potential to facilitate collective action. More
over, geographic concentration of home-country 
peers increases their v is ibi l i ty and collective 
weight, making it more feasible for them to lobby 
jo in t l y for shelter f rom the violence (Hi l lman & 
Hi t t , 1999). 

Therefore we argue that: 

Hypothesis 3: A foreign subsidiary is less l ikely to 
exit (more l ikely to survive) in response to 
pol i t ical conflict in a host country, the greater 
the geographic concentration of home-country 
peers w i t h the focal subsidiary. 
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Geographic dispersion of same-parent subsidiaries 
Space, as it pertains to the MNE, also emphasizes 
how its o w n subsidiaries are distributed w i t h i n the 
host country. Whereas in Hypothesis 3 we argued 
that centripetal forces (concentration) are impor
tant for home-country peers, here we argue that 
centrifugal forces (dispersion) are important for 
same-parent (sister) subsidiaries, in terms of their 
relative impacts on the focal firm's l ikel ihood of 
survival. 

Geographic dispersion of same-parent subsidiaries 
w i t h i n the host country should reduce expo
sure for an MNE, for several reasons. First, if the 
MNE's subsidiaries are widely dispersed w i t h i n the 
host country, having access to sister subsidiaries 
(siblings) located elsewhere should help to reduce 
the focal firm's exposure to a conflict zone or zones, 
since firms w i t h ties outside a particular district, 
rather than w i t h i n a local vicini ty, are more l ikely 
to survive crises (Lazerson & Lorenzoni, 1999). 

Subsidiaries located elsewhere in the host country 
may be able to provide critical support akin to - or 
indeed better than - that available from the parent 
f i rm. Geographic remoteness compromises a parent 
firm's capacity to alleviate the impact of external 
threats on its subsidiaries abroad in terms of 
providing advice and resources (Boeh & Beamish, 
2011). In the same vein, subsidiaries in conflict 
zones face difficulties in relaying sensitive local 
informat ion back home and making decisions 
based on parent feedback (Ghemawat, 2001). Thus 
the flow of communicat ions and resources between 
a parent f i rm and its focal subsidiary is l ikely to be 
disrupted dur ing poli t ical conflict. On the other 
hand, as K im, Lu, and Rhee (2012) show, the expe
rience of sister subsidiaries can be a valuable source 
of survival-enhancing learning about a subsi
diary's operating environment, and help in revising 
its operating practices. 

To the extent that greater MNE network dis
persion provides operational f lexibi l i ty (Allen & 
Pantzalis, 1996; Chung, Lu, & Beamish, 2008), a 
focal subsidiary may be able to move expatriates 
and critical resources elsewhere in the MNE's host-
country network. Ingram and Baum (1997), for 
example, show in a domestic context that the ope
ration of geographically dispersed units allows 
firms to weather idiosyncratic risks associated 
w i t h particular locations. Dispersed subsidiaries, 
wh ich are far enough away to be shielded from 
the violence but closer to the focal subsidiary than 
their parent f i rm, can provide assistance such 
as temporary refuge for conflict zone employees. 

The focal subsidiary may therefore not have to 
shut down, but rather needs on ly to reduce 
production temporarily, and shift employees else
where in the MNE's host-country network u n t i l the 
conflict subsides. We therefore expect that dis
persed same-parent subsidiaries can provide critical 
resources and support dur ing pol i t ical conflicts 
abroad, perhaps more easily and quickly than the 
parent f i rm, enhancing the l ike l ihood of survival. 
Formally stated: 

Hypothesis 4: A foreign subsidiary is less l ikely to 
exit (more l ikely to survive) in response to 
poli t ical conflict in a host country, the greater 
the geographic dispersion of same-parent subsi
diaries inside the host country. 

METHODOLOGY 

Sample 
We tested our hypotheses on a sample of Japanese 
MNEs from several editions of Kaigai Shinshutsu 
Kigyou Souran, Kuni-Betsu (Japanese Overseas Invest
ments, by Country) , a Japanese-language direc
tory of FDI informat ion published by Toyo Keizai 
(TK data set hereafter). Given the context of our 
study, a Japanese sample was appropriate for seve
ral reasons. First, the extensive t ime and country 
distr ibut ion in the data set offer considerable vari
ance in the exit-vs-stay outcomes of MNEs. In 
addit ion, the data set covers activity across Asia, 
Africa, and the Middle East, wh ich represent almost 
all of the conflict zones dur ing this period wor ld
wide. Finally, Japan is less involved in international 
politics than countries such as the Uni ted States 
and China (Calder, 1988), so our sample also pro
vides a platform for studying MNE behavior where 
the home-country's influence on the outcome is 
negligible. 

To ensure that the exit-vs-stay decision could 
be attributed to a single parent f i rm, we selected 
w h o l l y owned subsidiaries and international jo in t 
ventures where there was a local partner or part
ners, but on ly one foreign (Japanese) parent. After 
listwise deletion of missing values, the sample 
consisted of 5643 observations from 670 foreign 
subsidiaries of 433 Japanese parent firms in 25 
countries and 54 industries operating between 1987 
and 2006. Parent f i rm data drawn from the Nikkei 
Economic Electronic Databank of N i h o n Keizai 
Shimbun, Inc. were matched w i t h parent f i rm 
names in the TK data. Industry-level data were 
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derived from the Analyst's Guide of the Daiwa 
Institute of Research. Unless otherwise noted, 
country-level controls were from the Wor ld Bank's 
World Development Indicators. 

The data on poli t ical conflicts, along w i t h GIS 
latitude and longitude data for each conflict zone, 
were compiled from the UCDP-PRIO Armed Con
flict Dataset, w h i c h is a collaborative project bet
ween the Uppsala Conflict Data Program and the 
International Peace Research Institute. The data 
set has been widely used by bo th researchers and 
policymakers (Miguel, Satyanath, & Sergenti, 2004). 
Conflicts in this data set are defined to have a 
m i n i m u m threshold of 25 battle-related deaths 
(Uppsala, 2011). 

A list of the host countries represented in our 
sample is provided in Table 1. As an i l lustrat ion of 
our data set, Figure 2 provides a GIS-based map 
showing the locat ion of conflict zones and Japanese 
subsidiaries in West Africa. The zones are represen
ted as circles, and the subsidiaries as either airplanes 
(they exited) or pins (they stayed). 

Because our binary dependent variable of exit 
contains many more zeros (5506) than ones (137), 
we followed Sorenson and Stuart (2001) in model
ing our data using rare-event logistic regression to 
ensure that large numbers of repeat observations 
for each subsidiary d id not result in underestimated 
standard errors. 4 Tomz's (2001) STATA procedure 
was used to estimate the rare-event logit models. To 
account for heteroskedasticity and correlated exit 
patterns w i t h i n host countries, we estimated 
Huber-Whi te robust standard errors adjusted for 
intra-country clustering of f i rm behavior. 

Dependent and Independent Variables 

Exit 

Following previous studies on subsidiary survival 
(e.g., Chung et al., 2008), our dependent variable 
Exit is an indicator variable, Ext, that takes a value of 
1 if subsidiary x exits at t ime t, and 0 if it stays 
(survives). Observations start in 1987, and continue 
u n t i l an exit occurs, or is right-censored in 2006. 
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We fol low Delios and Makino (2003) in treating 
delisted subsidiaries from the sample as exits, 
because the TK data set is almost exhaustive for 
all cases of Japanese FDI. Our approach has been 
validated by scholars who compared identified 
cases of exit i n the TK data w i t h reported cases of 
exit (Delios & Beamish, 2004). In addi t ion, we treat 
a sell-off of all Japanese ownership as an act of exit 
by the parent f i rm . For the period 1987-2006 there 
were 137 exits dur ing conflicts, 123 of w h i c h were 
physical closures and 14 of w h i c h were sell-offs. 
Next, we describe our four independent variables, 
wh ich are graphically represented in Figure 3. 

Static exposure 
Our first independent variable, Static exposure, is a 
d u m m y variable ident ifying whether a focal sub
sidiary is located inside a conflict zone or not. 
To obtain a precise measure for this subnational 
geographic place variable (Beugelsdijk et al., 2010), 

A ut
iliz

aç
ão

 de
ste

 ar
tig

o é
 ex

clu
siv

a p
ar

a f
ins

 ed
uc

ac
ion

ais
.



Then, using a GIS approach, we geo-coded each 
subsidiary's address w i t h its latitude and longi
tude. Conflict zones were similarly geo-coded w i t h 
center-point coordinates as the smallest circle that 
surrounds all violent events in a given country and 
year, w i t h a radius variable to denote their spatial 
extent (Buhaug & Gates, 2002). Next, we applied 
the great-circle distance formula to the latitude and 
longitude of bo th the subsidiary and the center of 
its nearest conflict zone to calculate the distance 
between them. To determine whether a subsidiary 
was inside or outside a conflict zone, we subtracted 
the radius from the distance. If the result is 
negative, then the subsidiary is inside the perimeter 
of a conflict zone (dummy variable equals 1), and 
vice versa. For a subsidiary in a country w i t h m u l t i 
ple conflict zones, we subtracted the corresponding 
radius of each conflict zone from the distance of its 
center to the subsidiary to determine whether the 
subsidiary was inside any of the conflict zones -
either near or far (i.e., as indicated by a negative 
number) - in w h i c h case this variable was assigned 
a value of 1 for that year. 

Dynamic exposure 
To determine a subsidiary's overall geographic expo
sure to poli t ical conflict in a host country in a 
given year, we need to capture the t ime and space 
dimensions of the subsidiary's geographical context. 
Dynamic exposure reflects the combined impact of 
the focal subsidiary's location relative to the center 
of each conflict zone, the number of conflict zones, 
and the size of the zone(s). Following Coulomb's 
law for determining the gravitational pull /push of 
multiple bodies, 

where DEit is the dynamic exposure faced by foreign 
subsidiary i, dizt is the distance of subsidiary i to 
conflict zone z ( z = l , . . . , Z ) , and Azt is the size of 
conflict zone z, all measured in year t, we calculate 
Azt, "the geographic domain of the conflict zone, 
measured as the circular area centered on the 
conflict center and covering all significant battle 
zones" (Buhaug & Gates, 2002: 421), by applying 
the nr 2 formula for the area of a circle to the radius 
for each conflict zone. Each area size is then adjus
ted by its distance dizt from the focal subsidiary, and 
the result is summed over N conflict zones in a host 
country in a given year. This measure of exposure is 

dynamic, in that it varies over t ime as the number 
and size of conflict zones rise and fall in a host 
country. 6 By considering the distance from a focal 
subsidiary to the conflict zone(s), our gravitational 
formula adjusts for their respective area(s) by 
showing that their effective sizes decrease as their 
distance from the subsidiary increases, and vice 
versa. 

Geographic concentration of home-country peers 
To test the exposure-reducing benefits of co-locating 
near home-country peers, we follow Sorenson and 
Audia (2000) in weighting for each foreign subsidi
ary i the contr ibut ion of its home-country peers j 
( j = 1 , . . . , N) according to the inverse of their distance 
from the focal subsidiary, for each year t, using the 
formula 

where GCHCPit is the geographic concentration 
of home-country peers ( p = 1 , ...,P) vis-d-vis focal 
subsidiary i, and x can be any variable being 
weighted over a distance (for simplicity, we assign 
a vector of 1s to x).7 We aggregate the weighted 
contributions across all home-country peers to 
determine their extent of geographic concentration 
w i t h a focal subsidiary. If there are no home-
country peers, GCHCPit is 0; this variable increases 
as the number of peers and their p rox imi ty to the 
subsidiary increase. 

Geographic dispersion of same-parent subsidiaries 
This variable captures the overall size or average 
dispersion of the MNE's network of affiliates (i.e., 
sister subsidiaries) w i t h i n the host country. Follow
ing Audia et al. (2001), we calculate the distance 
between each pair (dyad) of subsidiaries i and j, and 
log and average their distances across all possible 
dyads for each parent f i rm k.8 The formula for the 
geographic dispersion of an MNE's network of M 
subsidiaries in a host country in a given year t is 

where a double sum is taken over all possible dyads 
of subsidiaries for a parent k, w i t h dij being the 
distance between the i t h and jth same-parent 
subsidiaries. Apply ing the combinations formula, 
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there are 1 / 2 ( M 2 - M ) dyads for any given parent 
f i rm. If the MNE has only one subsidiary, GDSPSkt is 
0; larger values of this variable indicate greater 
degrees of dispersion of an MNE's network w i t h i n 
the host country. 

Control Variables 
We control for a variety of other factors that 
could possibly influence the probabil i ty of foreign 
subsidiary exit (survival), and therefore could 
confound our results. First, at the subsidiary level, 
Subsidiary age is employed to control for the possi
ble effect on subsidiary survival of the l iabi l i ty 
of newness, as wel l as for the abi l i ty of older sub
sidiaries to adapt to host-country conditions. We 
measure subsidiary age as the number of years 
a subsidiary has operated since its date of establish
ment in the host country. We control for Subsidiary 
size, measured by the total number of employees, 
because studies have shown a positive relationship 
between the size and survival of foreign subsidiaries 
(Li, 1995). Because an MNE may seek alternative 
uses for poorly performing assets (Barney, 1997), we 
control for Subsidiary performance lagged by 1 year 
to account for the possible effect of financial per
formance on subsidiary survival. W i t h the advan
tage of bypassing different national accounting 
rules that can complicate the comparison of finan
cial performance across countries, this variable -
based on managerial reports - has three ordinal 
levels: 1 for gain (the reference category), 2 for 
break-even, and 3 for loss; we therefore include 
Financial break-even and Financial loss. 

At the parent f i rm level, because strategic consi
derations such as the need to focus on core activi
ties can affect the divestment of foreign subsidiaries 
(Benito, 1997), we include a d u m m y variable Same 
industry as parent to capture whether the subsidiary 
is in the parent's core industry. Because there is 
a nonlinear and asymmetrical relationship between 
an MNE parent's percentage of equity and subsi
diary survival (Dhanaraj & Beamish, 2004), we con
t ro l for Parent ownership level as the percentage of 
the focal subsidiary's equity owned by the Japanese 
parent. The relationship between parent size and 
subsidiary survival has been mixed (Li, 1995); larger 
firms w i t h higher sales can withstand more setbacks 
abroad, but at the same t ime give less weight to 
the survival of individual subsidiaries (Chung & 
Beamish, 2005). We therefore control for Parent 
sales, annual worldwide sales of the parent f i rm. 

We also include control variables at the industry 
and country levels. To account for industry effects, 

we include d u m m y variables for Primary, Manufactur
ing, and Wholesale industry (service is the reference 
category). Per capita gross domestic product (GDP) 
and percentage change in GDP were used to control 
for Host market size and Host market potential. In 
considering other risks associated w i t h conflict-
prone countries, we control for levels of political, 
economic, and financial risk w i t h the Host composite 
risk variable. 9 To control for increased exposure to 
physical atrocities (e.g., kidnapping and torture) 
and violent polit ical oppression specific to conflict 
zones, we employed Amnesty International's Poli
tical Terror Scale 1 0 (Vergne, 2012). Host political terror 
ranges from 1 to 5, w i t h the two highest scores 
capturing conditions where "murders, disappear
ances, and torture are a common part of life" and 
"terror has expanded to the whole population." 

We also control for several types of ties between 
the home country (Japan) and each host country, 
on the grounds that home-host-country ties may 
affect foreign subsidiary survival. To proxy for the 
extent to wh ich Japan is an ally of a host country, 
and may therefore intervene in its poli t ical conflict, 
we measure the two countries' ideological and 
diplomatic affinity w i t h the Home-host diplomatic 
ties variable. As a proxy for diplomatic ties, we use 
Gartzke's (2006) Aff in i ty of Nations index , 1 1 wh ich 
is based on vo t ing behavior in the Uni ted Nations 
(UN) General Assembly. The index is constructed 
such that the affinity between any two nations at 
any point in t ime falls in the interval f rom -1 to 1 , 
where -1 means that the two poli t ical positions 
are completely dissimilar (i.e., vo t ing contrary in 
each instance) and 1 means that they are identical 
(i.e., vo t ing identically in each instance). Political 
scientists have found that UN General Assembly 
votes provide a good approximation for poli t ical 
allegiance and even colonial ties (Brams, 1966; 
Gartzke, 2006). Similarly, because Bilateral invest
ment treaties (BITs) have been found to guard 
against expropriat ion (Egger & Pfaffermayr, 2004), 
we use Home-Host BIT to control for the presence of 
a BIT between Japan and the host country, coded as 
1 if there is a BIT and 0 otherwise . 1 2 

Extant studies have found that MNEs are less 
l ikely to locate value-creating activi ty in coun
tries at greater cultural distance from their home 
country (Delios & Henisz, 2003). We there
fore control for Home-host cultural distance using 
the Kogut and Singh (1988) index, based on 
Hofstede's (1980) four dimensions of national 
culture: power distance, individual ism, uncertainty 
avoidance, and masculinity. Because geographic 
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distance between home and host countries makes it 
more difficult for the MNE to exert control over 
threats abroad (Boeh & Beamish, 2011), we account 
for Home-host geographic distance by comput ing the 
great-circle distance between the capital cities of 
the home and host countries. 

Lastly, because MNEs tend to learn from and 
mimic firms from the same industry and home 
country (Kim, Delios, & Xu , 2010), we control for 
Peer industry exits to measure the prevalence of 
mimetic isomorphism (Greve, 1995). This variable 
is measured as the number of home-country 
subsidiaries, in the same industry as the focal f i rm, 
that exited from the host country 1 year earlier 
(Henisz & Delios, 2004). 

RESULTS 
Hierarchical regression analysis was used to analyze 
the effects of our four main-effect variables (static 
and dynamic exposure, geographic concentration 
of home-country peers, and geographic dispersion 
of same-parent subsidiaries) on foreign subsidiary 
survival in conflict-prone countries. Table 2 pre
sents summary statistics and correlations. Table 3 
presents standardized regression coefficients for the 
rare-event logit models testing the l ike l ihood of 
MNE exit. A l l variance inf la t ion factor (VIF) values 
are below 8, and the mean VIF is below 3 for all 
models, suggesting that mul t icol l inear i ty is not 
a problem in our regressions. 

Model 1 of Table 3 includes on ly the control 
variables. The coefficients for financial loss, parent 
ownership, parent sales, host market size, diploma
tic relations, geographic distance, and peer industry 
exits variables are statistically significant at the 
p<0 .05 level or higher, w i t h largely expected signs. 
As a conservative test of statistical significance, we 
use two-tailed r-tests. Models 2-5 each add an 
independent variable, whi le Model 6 represents the 
full model. Models 2-6 have better overall model fit 
than Model 1, given their larger log likelihoods, 
and lower Akaike informat ion cri terion (AIC) and 
Bayesian information criterion (BIC) (Cleves, Gould, 
& Gutierrez, 2010). Following Newson (2004), we 
computed the statistical power to be approximately 
0.86 (a=0.05; effect size=log ratio of 0.35), w h i c h 
exceeds Cohen's (1988) recommended standard for 
a m i n i m u m power of 0.80. 

Our first hypothesis states that foreign subsidi
aries are more l ikely to exit (less l ikely to survive) if 
they are located inside a conflict zone. The coeffi
cient on the static exposure variable is positive and 
significant (0.421, p< 0.001) in Model 6, providing 

strong support for Hypothesis 1. Hypothesis 2 
predicts that subsidiary exit is also positively rela
ted to dynamic exposure; the coefficient is positive 
and significant (0.082, p<0 .05) , providing support 
for this hypothesis. Since the coefficients are stan
dardized, we can also see that the present and 
immediate threat of locating inside a conflict zone 
(static exposure) is much stronger than the poten
t ial compound threat posed by dynamic exposure 
(0.421 vs 0.082) in terms of their impact on the 
subsidiary's exit-vs-stay decision, ceteris paribus. 

Hypothesis 3 argues that the focal subsidiary is 
less l ikely to exit (more l ikely to survive) if concen
trated in a space w i t h same-country peers. The 
coefficient for geographic concentration of same-
country peers is negative and significant ( -0 .511 , 
p<0.001), p rovid ing support for Hypothesis 3. Our 
results for Hypothesis 4 are the opposite of what 
we predicted, however, since the coefficient for 
geographic dispersion of same-parent subsidiaries 
is positive and significant (0.181, p<0 .001) . Given 
standardized coefficients, the impact of geographic 
concentration w i t h peers appears to have a stronger 
impact on the focal firm's exit-vs-stay decision than 
dispersion of the MNE's network ( -0 .511 vs 0.181). 

In Table 4, we present our rare-event logistic 
results using odds ratios in order to demonstrate 
the practical significance of our findings. We tu rn 
first to our two "place" hypotheses. On the basis 
of the odds ratio (1.524, p< 0.001) for static expo
sure in Model 6, we estimate that the probabil i ty of 
exit is 52% higher if the subsidiary is located inside 
rather than outside a conflict zone in the host 
country. Turning to dynamic exposure, the odds 
ratio (1.085, p<0 .05) implies that a one standard 
deviation increase in the level of this variable 
(based on the number and size of the conflict zones 
and their distance from the focal f irm) produces 
a 9% increase in the l ikel ihood of foreign subsi
diary exit. Both results demonstrate the potential ly 
severe impact on subsidiary survival when coun
tries are faced w i t h poli t ical conflicts; the results 
are nonetheless much stronger inside one "hot 
spot" compared w i t h near several "hot spots" (52% 
vs 9%), ceteris paribus. 

Our two "space" hypotheses also have practical 
significance, as demonstrated by their odds ratios 
in Table 4. The odds ratio for geographic concen
t ra t ion w i t h home-country peers (0.600, p< 0.001) 
implies that a one standard deviation increase 
in geographic concentration of same-country peers 
w i t h the focal f i rm increases its survival probabi
l i t y by 40%. Lastly, the odds ratio for geographic 
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dispersion of same-parent subsidiaries (1.199, 
p<0.001) implies that a one standard deviation 
increase in geographic dispersion of the MNE's 
network inside the host country increases the 
l ikelihood of the focal subsidiary's exit (reduces its 
chances of survival) by 20%. In terms of practical 
significance, concentrating w i t h home-country 
peers therefore has twice the impact (but opposite 
in direction) as dispersion of the MNE's host-
country network (40% vs 20%), ceteris paribus. 

Robustness Tests 
To check the robustness of our results, we con
ducted additional tests. First, we explored alternate 
measures of the "space" variables. Because man
agers are defined by their shared industry mental 
models as wel l as their shared national culture 
(Pouder & St John, 1996), we created a geographic 
concentration w i t h home-country peers variable 
using only firms in the same industry as the focal 
f irm. A l l independent variables retained their signs 
and remained significant at the p< 0.001 level, w i t h 
only the dynamic exposure variable now margi
nally significant (p<0.10) . 

To accommodate alternate assumptions for geo
graphic dispersion of the MNE's host-country net
work, we reconstructed this variable by adding the 
dyadic distances between a focal subsidiary and 
each of its sister subsidiaries in the host country. To 
take account of differences in host-country size, we 
created two more measures of relative dispersion of 
same-parent subsidiaries by d iv id ing our original 
geographic dispersion variable by the host coun
try's circumference and area, respectively. A l l three 
alternate measures of dispersion had the same sign 
and significance level as our original variable, and 
left the results for the other independent variables 
intact. 

We also employed alternate measures for our 
control variables. As a substitute for the poli t ical 
terror variable, we created a battle deaths density 
variable by d iv id ing the number of battle-related 
deaths over all concomitant conf l ic t s 1 3 in a host 
country by its populat ion for a given year. In 
addition, because subsidiaries may not be divested 
because of poor performance unless subject to a 
lengthy period of observation, we constructed sub
sidiary performance variables lagged by 2, 3, and 5 
years, respectively. A l l substantive results remained 
unchanged. 

Next, we tested the sensitivity of our results to 
assumptions concerning home-country involve
ment, exit specifics, conflict landscape, and MNE 

activity. To account for Japan's possible interven
t i o n in regional conflicts, addit ional models were 
run for a subsample of subsidiaries in the Asia-
Pacific region. The dynamic exposure variable lost 
its significance, wh ich may be explained by the 
reduction in variance of this variable. Using the 
Philippines as an example, owing to the extensive 
coverage of the conflict zones, almost all the 
sampled subsidiaries were similarly exposed. 

In addit ion, because the majority of the foreign 
subsidiary exits in our sample were closures (90%) 
rather than sell-offs of Japanese capital (10%), we re
ran our models, treating on ly closures as exits. To 
see that geographic landscape matters for subsidiary 
survival (Berman, 2000), we also conducted analy
ses using rural and urban subsamples. We similarly 
looked at whether survival likelihoods differed for 
market-seeking and efficiency-seeking FDI (Slangen 
& Beugelsdijk, 2010). A l l results in these alternate 
models remained substantively the same. 

We then considered characteristics of the con
flicts. The dis t r ibut ion of conflicts in our sample 
was 3.9% interstate, 90.6% intrastate, and 5.5% 
both inter- and intrastate. We re-ran our models 
using on ly subsidiaries that encountered intrastate 
conflicts; the results were not substantively affec
ted. To determine whether the cause of the conflict 
affects subsidiary survival, we included a control 
variable for whether the conflict was a terri torial 
or government dispute; again, our results were as 
expected. 

Lastly, given the fact that 88.7% of the subsi
diaries in our sample were accounted for by four 
countries (India, Indonesia, the Philippines, and 
Thailand), we examined the robustness of our f ind
ings by repeating all regression analyses using data 
only from these countries. This subsample ana
lysis yielded matching significance levels for all the 
independent variables except the geographic con
centration of home-country peers variable, w h i c h 
retained marginal significance (p<0.10) . To allay 
concerns regarding causality, we also re-ran our 
models using the variables lagged by 1 year. A l l 
results remained basically the same. 

Post-Hoc Analysis 
To determine w h y the geographic dispersion of 
same-parent subsidiaries variable had an unex
pected sign (0.181, p < 0 . 0 0 1 in Model 6 of Table 5), 
we conducted a post-hoc analysis runn ing Model 6 
on subsamples of subsidiaries located inside and 
outside conflict zone(s), respectively, as shown in 
Table 5. 
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Out of the 670 Japanese subsidiaries in our 
sample, 69 - almost 10% - were located inside a 
conflict zone. For these 69 subsidiaries located 
inside a "hot spot," the sign on the dynamic 
exposure variable is positive and significant (0.156, 
p< 0.001), suggesting that higher dynamic expo
sure encourages subsidiary exit, supporting Hypoth
esis 2. Geographic concentration w i t h host-country 
peers, however, changes sign: such spatial position
ing now encourages exit (1.454, p<0 .05) , w h i c h is 
opposite to what we had predicted in Hypothesis 3. 
Geographic dispersion w i t h same-parent subsi
diaries, on the other hand, now exhibits the sign 
that we had expected for Hypothesis 4: that is, 
greater dispersion of the MNE network in the host 
country increases the l ikel ihood of survival (-3.819, 
p<0.001) . For the 601 subsidiaries not located 
inside a conflict zone (90% of our sample), the 
results are similar to those for the full sample, w i t h 
the exception that the dynamic exposure variable 
loses statistical significance. 

We show the practical significance of these results 
in Table 6, a two-by-two matr ix of the focal sub
sidiary's conflict zone location and its exit-vs-stay 
decision. Of the 69 subsidiaries located inside a 
conflict zone, 36 subsidiaries (48%) chose to exit 
the host country, whi le 39 (52%) chose to stay. 
Thus almost half the subsidiaries located inside 
a conflict zone left the host country. For the 608 
subsidiaries located outside a conflict zone, 101 
subsidiaries (17%) chose to exit, whi le 507 (83%) 
chose to stay. Thus the ratio of exi t ing to surviving 
subsidiaries located inside a conflict zone (48%) 
is almost three times as h igh as the ratio for those 
outside a conflict zone (17%), demonstrating the 
practical significance of Hypothesis 1 - that foreign 
subsidiary location relative to a conflict zone 
matters for subsidiary survival. 

Table 6 also provides interesting information about 
our main-effect variables. First, mean/average dyna
mic exposure is much larger for the "inside-zone" 
subsample than for the "outside-zone" subsample 
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(roughly 0.9 vs 0.2); however, mean exposure varies 
little for the exit-vs-stay choice (0.90 vs 0.87 inside 
zone; 0.21 vs 0.25 outside zone). Therefore, while 
average dynamic exposure is much higher for 
subsidiaries inside a conflict zone, the variable has 
little independent impact on the focal subsidiary's 
exit-vs-stay decision. From this we can conclude that 
the clear and present danger from locating inside a 
"hot spot" is sufficient to determine the subsidiary's 
exit-vs-stay choice. 

In terms of geographic concentration w i t h home-
country peers, when the focal subsidiary is inside 
a conflict zone, the mean concentration level for 
subsidiaries that stay is 0.16, and for subsidiaries 
that exit is 0.36. This implies that concentrating 
w i t h home-country peers inside a conflict zone 
increases the l ikel ihood of exit, since the mean 
concentration level for exi t ing subsidiaries is 
more than double that for those who stay. W h e n 
the focal subsidiary is outside a conflict zone, 
however, the results are reversed: mean concen
trat ion w i t h home-country peers is 0.42 for exi t ing 
subsidiaries, two-thirds the mean for surviving 
subsidiaries (0.69). This suggests that concentrating 
w i t h home-country peers outside a conflict zone 
does benefit survival. Our results therefore depend 
on whether the focal f i rm is inside or outside a 
conflict zone: concentrating w i t h home-country 
peers encourages exit for an inside-zone subsidiary; 
concentrating w i t h peers encourages survival for an 
outside-zone subsidiary. 

Table 6 also demonstrates that, when a focal 
subsidiary is located inside a conflict zone, average 
geographic dispersion w i t h same-parent subsidi
aries is 0.06 for surviving subsidiaries, compared 
w i t h 0.01 for exi t ing subsidiaries. This shows the 
benefits of a dispersed MNE network for survival of 
subsidiaries located inside a conflict zone: mean 
dispersion is six times higher for those that survive. 

For the outside-zone sample the results are reversed: 
the mean geographic dispersion of the MNE net
work is 0.40 for exi t ing subsidiaries, five times 
higher than for surviving subsidiaries (0.08). Our 
results therefore depend on whether the focal f i rm 
is inside or outside a conflict zone: more dispersed 
MNE networks encourage survival for an inside-
zone subsidiary, but encourage exit for an outside-
zone subsidiary. 

In order to isolate the effect of being in a conflict 
zone on subsidiary survival - in addit ion to conduc
t ing post-hoc analyses - it is important to construct 
an appropriate counterfactual by asking the ques
t ion : What would have happened to foreign subsidiaries 
located inside a conflict zone if they had not been located 
inside a zone (or vice versa)? 14 Because we cannot 
observe this counterfactual - firms in reality were 
either located inside or outside a conflict zone - we 
use a method called propensity score ma tch ing , 1 5 

which generates a hypothetical counterfactual by re
establishing the conditions of a natural experiment 
w i t h non-experimental data (Heckman, Ichimura, & 
Todd, 1997; Rosenbaum & Rubin, 1983). Propensity 
score matching uses a probit equation to define a 
matched control group, wh ich enables us to over
come the problem of self-selection. 1 6 The matching 
estimators from the nearest neighbor matching, 
kernel, and radius methods generate the impact of 
being in a conflict zone, or the average treatment 
effect (ATT) on the treated, defined as the difference 
between the real and counterfactual outcomes. We 
estimate the ATT of being located in a conflict zone 
on foreign subsidiary survival to lie between 1.1 and 
2.0, wh ich is statistically significant at the 5% level, 
a result considered pronounced at the f i rm level 
(Chang, Chung, & Moon , 2013). We conclude that 
location inside a conflict zone significantly increases 
the probability of foreign subsidiary exit, even after 
removing self-selection bias. 
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DISCUSSION AND CONCLUSIONS 
In this study, we h ighl ight the subnational geogra
phical determinants of foreign subsidiary survival 
in conflict-prone settings. By examining MNE geo
graphy in both its absolute and relative contexts, 
we establish Beugelsdijk et al.'s (2010) schema of 
place and space as dimensions that in form MNE 
strategy in difficult environments. By considering 
place and space alongside their constituent parts of 
p rox imi ty and distance, expansion and shrinkage, 
and concentration and dispersion, we show that 
evaluating geographic exposure to environmental 
factors is a primary means by wh ich MNEs con
textualize strategic decisions. 

Because operating in a conflict zone increases 
a foreign subsidiary's exposure and reduces its 
chances for survival, we argue that location is as 
much a subnational decision as it is a country-level 
decision for the MNE (Cantwell & Mudambi , 2011; 
Coombs, Mudambi , & Deeds, 2006). Our study 
points to one of the rarely emphasized downside 
implications of location: in pol i t ical ly violent 
countries, it is less advantageous to be an insider 
than an outsider vis-à-vis a conflict zone (Cantwell, 
2009; Cantwell & Mudambi , 2011; Eden & Molo t , 
2002). Our findings w i t h respect to exposure also 
extend Zaheer and Nachum's (2011) argument that 
locations do not offer the same benefits to all 
MNEs, by showing that locations do not pose the 
same threats to all MNEs. 

In addit ion to static exposure, we introduce to the 
literature the new concept of dynamic exposure, 
wh ich we argue varies positively w i t h the number 
and size of the conflict zones and negatively w i t h 
the firm's distance from them. This paper is also the 
first, to our knowledge, to use Coulomb's law to 
theorize about and empirically measure the impact 
on a f i rm of being exposed to mult iple threats. Our 
modeling of mult iple conflict zones captures t i m e -
space dynamics that reveal the impact of expanding 
and shrinking spheres of external threat on f i rm 
survival. We show that, in contrast to cultural and 
insti tutional distances, wh ich vary slowly over time, 
geographic distance at the subnational level can 
quickly rise or fall, w i t h implications for MNE stra
tegy. Moreover, this novel construct illustrates that 
just as geographic distance suppresses knowledge 
flows (Audretsch, 1998), greater distance from a con
flict zone suppresses subsidiary exposure to threats 
from that zone. Our approach may prove useful to 
other researchers in creating more sophisticated 
cultural and inst i tut ional distance measures for the 
MNE that involve mult iple host countries. 

Our analysis shows that relative to place, wh ich 
is passive, space can be defined in terms of social 
interactions. We conceive of conflicts as socially 
constructed spaces, and the MNE as a dual organi
zational form. By or ient ing peer firms and their 
interrelationships in spatial conflicts (Beugelsdijk, 
2007), and showing that subsidiaries in hostile 
contexts can leverage p rox imi ty to home-country 
peers to enhance survival prospects, we extend 
the literature on the competitiveness and innova
t ion-enhancing effects of agglomeration economies 
(Krugman, 1991). In doing so, we model external 
threats as bo th a bot tom-up and a top-down pheno
menon (Beugelsdijk, 2007), where the interactions 
between same-country peers j o in t l y determine 
the exposure and survival odds of each other in 
the face of exogenous threats. Whereas place 
denotes the site where top-down violence occurs, 
space can be construed as the outcome of bo t tom-
up processes to shield geographically against the 
violence. 

However, as our subgroup analysis reveals, the 
positive influence of concentrating w i t h home-
country peers on the focal firm's survival (i.e., 
Hypothesis 3) is geographically bounded. We f ind 
that, if the focal f i rm is inside a conflict zone, 
concentrating w i t h peers actually reduces the prob
abil i ty of subsidiary survival; outside a conflict zone, 
survival probabil i ty is increased by such concentra
t i o n . We reasoned in our theoretical development 
of Hypothesis 3 that geographic concentration 
generates self-reinforcing agglomeration econo
mies that encourage survival. We also argued that 
incumbent firms are less l ikely to leave owing to 
endowment effects - that is, the greater loss the 
MNE would face by exi t ing and leaving the market 
to its competitors. Moreover, we viewed concen
trat ion as generating locational economies of scale, 
wh ich would encourage staying. Apparently, all 
three arguments are impor tant on ly for focal sub
sidiaries located outside a conflict zone; once 
inside, the clear and present danger of poli t ical 
conflict overwhelms the positive advantages of 
concentrating w i t h same-country peers. 1 7 

We also f ind that geographic dispersion of the 
MNE's network in the host country has diffe
rent effects on foreign subsidiary survival (i.e., 
Hypothesis 4), depending on location. If the focal 
subsidiary is inside a conflict zone, greater disper
sion of same-parent subsidiaries increases the pro
babili ty of staying; locat ion outside a conflict zone 
decreases survival. We argued that dispersion of 
the MNE's host-country network meant that sister 
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subsidiaries could provide the focal f i rm w i t h access 
to resources, knowledge, and critical support, possi
bly more readily and quickly than could the parent 
f i rm. Sister subsidiaries could also provide a tem
porary refuge, so that a focal subsidiary might avoid 
total closure by reducing product ion and shifting 
its employees elsewhere in the MNE's in-country 
network. We therefore expected that a geographi
cally dispersed MNE network wou ld facilitate 
subsidiary survival. 

However, Model 6 in Table 5 showed that the 
sign on geographic dispersion of same-parent sub
sidiaries was positive and significant (0.181, 
p< 0.001), i m p l y i n g that, in general, greater disper
sion hampered subsidiary survival. In a t tempting to 
disentangle this counter intui t ive result, our post-
hoc empirical work revealed that "place" mattered: 
inside-zone subsidiaries were more l ikely to stay 
whereas outside-zone subsidiaries were more likely 
to leave, if the MNE network were dispersed. 

A possible explanation for this result comes from 
Chung et al.'s (2008) study of the 1997 Asian 
economic crisis. They showed that MNE networks, 
because of their operational flexibili ty, had a posi
tive impact on foreign subsidiary survival that 
was stronger dur ing periods of economic crisis. 
The authors concluded that "a subsidiary network 
tends to provide more benefits to subsidiaries in 
economic crisis environments than to those in 
economically stable environments" (2008: 289). 
Examples of operational and strategic f lexibi l i ty 
dur ing economic crises included the abi l i ty to 
reconfigure operations and shift factors, produc
t i o n and sales from crisis-ridden markets to more 
lucrative locations. Moreover, the authors found 
that the greater the ratio of subsidiaries outside a 
country facing an economic crisis to those inside 
the country, the more likely were the subsidiaries in 
the crisis country to be profitable and survive. The 
explanation was that, when local markets collap
sed, the strategic and operational f lexibi l i ty pro
vided by a widely dispersed network of subsidiaries 
protected the subsidiaries in the crisis location. 

Chung et al.'s (2008) country-level argument 
can be applied at the subnational level to explain 
the effects of geographic dispersion of the MNE's 
network when the focal subsidiary is located inside 
or outside a conflict zone. The strategic and ope
rational f lexibi l i ty provided by sister subsidiaries 
dispersed throughout the host country provides 
"breathing room" and support to the focal sub
sidiary in a conflict zone. Rather than exit, the 
focal subsidiary inside a conflict zone may be able 

to avoid downside risks by shifting value-chain 
activities w i t h i n the MNE network, circumventing 
the exit decision by escalating its commi tment to 
a high-stake location, and exercising other options 
provided by a dispersed MNE network (Belderbos & 
Zou, 2009). W h e n the focal subsidiary is located 
outside a conflict zone and the MNE's host-country 
network is geographically dispersed, however, the 
high cost of coordinating a far-flung network during 
a poli t ical conflict could easily overwhelm the 
benefits to be derived from operational f lexibil i ty. 
Al though the danger inside a conflict zone does not 
threaten its immediate survival, the focal subsidiary 
may sti l l face dynamic exposure and the long-term 
challenge of maximiz ing upside gains in a conflict-
afflicted country. Given these findings, we suggest 
that place transforms space. 

In sum, whereas geographic concentration w i t h 
home-country peers (neighbors) helps outside-zone 
subsidiaries to survive, a more dispersed MNE net
work (far-away siblings) helps inside-zone sub
sidiaries 1 8 to survive. Pouder and St John (1996) 
argue that firms inside and outside innovat ion 
clusters differ in their susceptibility to pressures for 
isomorphism, and their abi l i ty to react to industry
wide jolts. We provide empirical evidence that 
a l though subsidiaries inside and outside conflict 
zones differ in their exposure to threats, their 
survival prospects are contingent on the extent of 
concentration w i t h home-country peers and dis
persion w i t h same-parent subsidiaries. Therefore 
place - location vis-d-vis sources of external threat -
may be taken as a given, but space can be leveraged 
to reduce exposure. Essentially, these notions of 
space suggest that, rather than being exogenously 
imposed, geography should be seen as endogenous 
as subsidiaries continuously redefine their place 
in the host country through their spatial inter-
dependencies w i t h peers. 

Our study makes several contributions to the 
literature on MNEs in geographic space. First, we 
develop and test a series of arguments that ack
nowledge the fundamental nature of the MNE as 
an organization for wh ich many decisions are inhe
rently locational (McCann & Mudambi , 2004). We 
demonstrate at the subnational level that geogra
phic concepts such as place and space are central 
to MNE outcomes, w i t h effects independent of the 
cultural and ins t i tu t ional distances often studied 
in the literature. In l ine w i t h Buckley and Ghauri's 
(2004) convic t ion that the management of space 
by MNEs should be at the forefront of international 
business research, we develop an actor-centered 
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approach to determine the geographic sources of 
subsidiary survival in difficult contexts (Beugelsdijk, 
2007). 

Second, we take a first step in modeling subsi
diary responses to geographically defined threats 
at the street level by measuring their geographic 
p rox imi ty in latitude and longitude coordinates 
using GIS data. Firm-level studies on the role of 
firms in space are scarce (Beugelsdijk, 2007), and the 
majority of these studies are unable to disentangle 
agglomeration effects and localized inter-organiza
t ional linkages (Knoben, 2009). Whi le previous stu
dies have established the impact of external threats 
on MNE activity at the country level, Beugelsdijk 
(2007: 182) noted that "blurr ing macro-level evi
dence w i t h micro-level arguments about f i rm 
strategy may lead to an ecological fallacy, in w h i c h 
global phenomena or data aggregates that are actual 
representations of lower-level phenomena cannot 
be generalized to those lower levels." Our novel 
treatment of external threats at the conflict zone 
level presents an effective means of gauging strate
gic choice as a function of MNE posit ioning in place 
and space (Beugelsdijk et al., 2010). 

Finally, our work contributes to the literatures on 
political risk and macro-level crises. Even as scholars 
recognize that exposure to political risk is idiosyn
cratic across firms, projects, and even product lines 
(cf. Wells & Gleason, 1995), much of the extant 
research is at the country level. Rather than attribute 
f i rm decisions to macro phenomena, we challenge 
the space-neutrality of the political risk concept by 
parceling out the specific threats faced by the MNE, 
and quantifying the exposure of subsidiaries in geo
graphic terms. We theorized and showed that, 
beyond a certain threshold, geographic distance 
from the locus of violence reduces the impact of 
political conflict on MNE decisions, even when 
controll ing for conflict intensity in terms of battle 
fatalities. For MNEs in conflict-prone countries, the 
good news from our analyses is that there are 
geographical boundaries to political risk (Berman, 
2000), a phenomenon that has long been construed 
as ubiquitous w i t h i n national confines. Given the 
similar role of dispersion in MNE exit during econo
mic crises (cf. Chung et al., 2008, 2010), this work 
highlights parallels to crisis management in MNEs. 
Our findings shed light on the strategic conseque
nces of MNE location, which have been overlooked 
in research on political and other macro-level crises. 

Our study also has some l imita t ions that can 
open doors to future research. First, we followed 
Buhaug and Gates (2002) in conceptualizing 

conflict zones as circular areas. In reality, conflict 
zones assume various shapes, and we expect that, in 
the future, researchers w i l l have better GIS data and 
methods for taking account of the varying geo
graphic shapes of conflict zones. Despite this 
l imi ta t ion , our empirical work breaks new ground 
by using fine-grained GIS data applied to bo th firms 
and contextual events. Another l im i t a t i on of our 
paper is that a host country's borders determined 
our selection of conflict zones; we d id not take 
account of conflicts in neighboring countries. Since 
"geographic distance can actually be larger w i t h i n 
a country than between countries, depending on 
the exact location of firms" (Beugelsdijk, 2011: 
200), in future work we hope to analyze the role of 
country borders in geographically de l imi t ing con
flict zones. A t h i r d l imi t a t i on is the sample restric
t i on to Japanese MNEs. Whi le this was necessary, 
given the paucity of fine-grained subsidiary data 
for MNEs from countries other than Japan, it is 
possible that other data sets (e.g., Swedish or US 
MNEs) migh t have sufficient data to enable repli
cation of some of our results. Comparing US and 
Japanese MNE responses in conflict zones, for 
instance, wou ld be an interesting way to test the 
impact of Hofstede's uncertainty and power dis
tance cultural characteristics on foreign subsidiary 
behavior in pol i t ical ly violent locations. 

Because MNEs may learn over t ime to shield their 
operations from exposure in a certain locale, future 
research could also examine the geographic sources 
of f i rm resilience as opposed to f i rm exposure. In 
addit ion, whi le conflicts may be interpreted by 
inexperienced firms as overwhelming events, MNEs 
w i t h prior experience in conflict zones may per
ceive such threats as mere fluctuations in poli t ical 
risk (Delios & Henisz, 2003). There may also, there
fore, be value in adopting learning perspectives in 
the study of exposure to geographically bounded 
threats. 

In conclusion, the geographic domain of the 
MNE is fundamental not only to its performance, 
but also to its survival. We have shown in this 
paper that in countries w i t h one or even m u l t i 
ple conflict zones, subsidiary survival depends 
largely on geography - the characteristics bo th of 
the place (the conflict) and of the space (distance) 
between the subsidiary and its peers. Our f ind
ings indicate that, in certain situations, far-away 
relatives (parents and sister subsidiaries) may actu
ally be less helpful than good neighbors (home-
country peers) in the face of pressing hardships 
(cf. Beugelsdijk & Cornet, 2002). By studying MNE 
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exposure to spatially defined threats, we hope to 
encourage more work on the geographic determi
nants of f i rm survival to external threats inc luding 
but not l imi ted to poli t ical conflicts. 
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NOTES 
1 Shell later chose to exit only partially, evacuating 

non-essential personnel and cutting back on oil 
production and exports. 

2Coulomb's law states that "the magnitude of the 
electrostatics force of interaction between two point 
charges is directly proportional to the scalar multi
plication of the magnitudes of charges and inversely 
proportional to the square of the distances between 
them" (http://en.wikipedia.org/wiki/Coulomb's_Law 
and http://regentsprep.org/Regents/physics/phys03/ 
acoulomb/default.htm). 

3The distinction between place and space can be 
drawn too finely. Taylor (1999: 12), for example, 
argues that "the same location can be both place and 
space depending on whose perspective is involved": 
that is, there can be spatial relationships (distance, 
proximity, ties) within a place such as a city or country. 

4 King and Zeng (2001) have shown that conven
tional logistic regression underestimates the probabil
ity of rare events (approximately < 5% of the data), 
producing biased coefficients. Please also note that 
STATA's REIogit command does not report goodness-
of-fit statistics. 

5 To our knowledge, with the exception of Boeh and 
Beamish (2012), no prior international business 
research has been carried out at this level of analysis. 
We first searched for foreign subsidiary street addresses 
on various Internet sites using information on parent 
name, subsidiary phone number, industry, founding 
year, and host country. We also searched old news 

articles for the addresses of the subsidiaries that had 
already exited. We then identified the latitude and 
longitude of the subsidiary's address using the website 
http://itouchmap.com/latlong.html. 

6 l n the case of a single conflict zone, Eq. (1) colla
pses to Az t/(1 + dizt). Our measure of dynamic expo
sure therefore incorporates situations where the focal 
subsidiary faces exposure to a single conflict zone 
(z=1), as well as to multiple conflict zones ( z > 1 ) . 

7 Note the similarity with Eq. (1), where A is the 
"weight" (the area of the conflict zone). 

8The log form accounts for the fact that transporta
tion costs, in terms of both time and money, do not 
increase linearly over geographic space (Sorenson & 
Audia, 2000). 

9The Composite Political Risk Rating from Interna
tional Political Risk Services includes 12 weighted 
variables: see http://www.prsgroup.com/ICRG_Metho 
dology.aspx/. 

1 0 The Political Terror Scale is available at http:// 
www.politicalterrorscale.org. 

"The Affinity of Nations Index is available at http:// 
dss.ucsd.edu/~egartzke/htmlpages/data.html. 

1 2 BIT data are available at http://www.unctad.org/ 
Templates/Page. asp?intltemlD=2344&lang=1/. 

1 3 l n the sample, 73% of the cases involved more 
than one conflict in a host country in a given year. If 
there was only one conflict in a given year for the host 
country, this step was omitted. 

1 4 W e thank the editors for bringing this point to our 
attention. 

1 5 This methodology has been widely used in 
international economics to evaluate, for example, the 
effects of exporting and acquisitions on firm perfor
mance and returns to scale (Arnold & Javorcik, 2009), 
and of outward FDI on the decision to invest in tangi
ble assets and R&D at home (Egger & Pfaffermayr, 
2004). 

1 6 A simple comparison between conflict zone and 
non-conflict zone subsidiaries cannot determine the 
precise effects of zone location, because the character
istics of the subsidiaries inside conflict zones would 
have differed from those outside conflict zones before 
the former were "placed" inside. 

1 7 W e control for the exit of same-country, same-
industry peers in the prior year, so that geographic 
concentration with same-country peers encouraging 
exit captures other motivations besides peer firm exit. 

1 8 W e also theorized about dispersion as a parent-
level phenomenon, but our robustness checks found 
almost identical results for the effects of dispersion on 
the focal subsidiary (j3=0.18 instead of 0.14; p< 0.001 
for both). 
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Text Box
Fonte: Journal of International Business Studies,  New York, v. 44, n. 6, p. 554-578, Aug. 2013.




